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SUMMARY:  
 
CALIFORNIA OFFICIAL REPORTS SUM-
MARY  

In a manufacturer's sales tax refund suit, the 
trial court determined that most of the transac-
tions at issue were not taxable. The manufac-
turer sold telephone switching equipment to a 
telephone company, licensed a switch-specific 

program for each switch, and licensed three 
prewritten software programs. The trial court 
ruled that the prewritten programs were taxable 
and that the switch-specific programs were not. 
(Superior Court of Los Angeles County, No. 
BC341568, Terry A. Green, Judge.) 

The Court of Appeal affirmed the portion of 
the judgment that awarded the manufacturer a 
refund of the sales tax it had paid for licensing 
switch-specific programs, reversed the denial 
of the manufacturer's claim for a refund of the 
sales tax it had paid for licensing prewritten 
programs, and remanded with directions to en-
ter judgment in favor of the manufacturer with 
regard to the prewritten programs. The court 
held that the licensing of a switch-specific pro-
gram was a valid license of a copyrighted in-
terest containing patented processes (Rev. & 
Tax. Code, §§ 6011, subd. (c)(10)(D), 6012, 
subd. (c)(10)(D)). As such, it qualified as a 
technology transfer agreement that was exempt 
from the sales tax imposed on leases of tangible 
personal property (Rev. & Tax. Code, §§ 
6006.3, 6006, 6016, 6051). The basic code for 
the switch-specific programs was not a pre-
written program (Rev. & Tax. Code, § 6010.9, 
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subds. (c), (d)), because it was not a complete 
solution to a problem and was not held for gen-
eral or repeated sale or lease. The court found 
Cal. Code Regs., tit. 18, § 1507, subd. (a)(1), to 
be an invalid regulation to the extent it ex-
cluded from the definition of a technology 
transfer agreement prewritten computer pro-
grams that were subject to a copyright or pa-
tent. (Opinion by Boren, P. J., with Doi Todd 
and Ashmann-Gerst, JJ., concurring.) [*1260]   
 
HEADNOTES  
 
CALIFORNIA OFFICIAL REPORTS 
HEADNOTES  
 
(1) Sales and Use Taxes § 11--Sales 
Tax--Transactions Subject to Tax--Sale or 
Lease of Tangible Personal Property.--A tax 
is imposed on all retailers who sell or lease 
tangible personal property in the State of Cali-
fornia (Rev. & Tax. Code, § 6051). 
 
(2) Sales and Use Taxes § 14--Sales 
Tax--Transactions Subject to 
Tax--Leases--Licenses.--Any lease of tangible 
personal property for a consideration creates a 
taxable transfer (Rev. & Tax. Code, § 6006, 
subd. (g)). A lease includes a license (Rev. & 
Tax. Code, § 6006.3). 
 
(3) Sales and Use Taxes § 15--Sales 
Tax--Transactions Subject to 
Tax--Exemptions and Exclusions--Intangible 
Personal Property.--A transfer of intangible 
personal property is not subject to sales tax. 
 
(4) Sales and Use Taxes § 15--Sales 
Tax--Transactions Subject to 
Tax--Exemptions and Exclusions--Intangible 
Personal Property--Intellectual Property 
License.--Intangible property is generally de-
fined as property that is a right rather than a 
physical object. Intellectual property is an in-
tangible right existing separately from the 
physical medium that embodies it. Intangible 

property includes a license to use information 
under a copyright or patent. 
 
(5) Sales and Use Taxes § 15--Sales 
Tax--Transactions Subject to 
Tax--Exemptions and Exclusions--Custom 
Software.--The Sales and Use Tax Law (Rev. 
& Tax. Code, § 6001 et seq.) excludes from 
taxation the design, development, writing, 
translation, fabrication, lease, or transfer for a 
consideration of title or possession, of a custom 
computer program (Rev. & Tax. Code, § 
6010.9). Section 6010.9 stands for the rule that 
the service of creating custom software is not 
taxable, because charges for services are gener-
ally not subject to sales tax. In the enactment of 
§ 6010.9 the Legislature has recognized that the 
design, development or creation of a custom 
computer program to the special order of a 
customer is primarily a service transaction and, 
for that reason, not subject to sales tax. 
 
(6) Sales and Use Taxes § 15--Sales 
Tax--Transactions Subject to 
Tax--Exemptions and Exclusions--Custom 
Software--Program.--Not only must a pro-
gram be a complete plan for the solution of a 
problem, but it also must be held for general or 
repeated sale or lease (Rev. & Tax. Code, § 
6010.9, subd. (d); Cal. Code Regs., tit. 18, § 
1502, subd. (b)(9)). 
 
(7) Sales and Use Taxes § 15--Sales 
Tax--Transactions Subject to 
Tax--Exemptions and Exclu-
sions--Technology Transfer Agreement.--The  
[*1261]  technology transfer agreement (TTA) 
statutes (Rev. & Tax. Code, §§ 6011, subd. 
(c)(10), 6012, subd. (c)(10)) apply when the 
transfer of patents and copyrights is at issue. 
The statutes unambiguously establish that the 
value of a patent or copyright interest trans-
ferred pursuant to a technology transfer agree-
ment is not subject to sales tax even if the 
agreement also transfers tangible personal 
property. The lone trigger for this exemption is 
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the presence of a technology transfer agree-
ment. In other words, these provisions exclude 
the value of a patent or copyright interest from 
taxation whenever a person who owns a patent 
or copyright transfers that patent or copyright 
to another person so the latter person can make 
and sell a product embodying that patent or 
copyright. A licensing agreement is exempt 
from sales tax if it is a TTA. 
 
(8) Sales and Use Taxes § 15--Sales 
Tax--Transactions Subject to 
Tax--Exemptions and Exclu-
sions--Technology Transfer Agreement.--An 
agreement is a technology transfer agreement if 
(1) the holder of a patent or copyright assigns 
or licenses to another person the right to make 
and sell a product that is subject to the patent or 
copyright interest, or (2) the holder of a patent 
assigns or licenses a process that is subject to 
the patent (Rev. & Tax. Code, §§ 6011, subd. 
(c)(10)(D), 6012, subd. (c)(10)(D)). A product 
is subject to a copyright interest when it is a 
copy of the protected expression or incorpo-
rates a copy of the protected expression. A 
copyright, in other words, confers only the sole 
right of multiplying copies. A license of a pa-
tent interest, by contrast, gives the licensee the 
right to make a product or to use a process. 
Copyright protection extends to computer pro-
grams. A copyright and a patent can exist con-
currently in an intellectual property case. Nei-
ther the copyright statute nor any other says 
that because a thing is patentable it may not be 
copyrighted. 
 
(9) Sales and Use Taxes § 12--Sales 
Tax--Transactions Subject to Tax--Retail 
Sales--Telecommunications.--Telecommunica
tions equipment manufactures a product that is 
ultimately sold at retail, and sales tax is im-
posed at the point of delivery to customers. 
 
(10) Sales and Use Taxes § 15--Sales 
Tax--Transactions Subject to 
Tax--Exemptions and Exclu-

sions--Technology Transfer Agree-
ment.--Transferring the right to reproduce a 
copyrighted work is a technology transfer 
agreement. Even if the scope of the license is 
narrow, it is still a transfer, as long as the rights 
thus licensed are exclusive. Inputting a soft-
ware program from a storage medium into the 
computer's memory entails the preparation of a 
copy. [*1262]  
 
(11) Sales and Use Taxes § 15--Sales 
Tax--Transactions Subject to 
Tax--Exemptions and Exclu-
sions--Technology Transfer Agree-
ment--License of Interest in Computer Pro-
gram.--A manufacturer of telephone switches 
licensed the right to copy a diskette containing 
a switch-specific program onto a telephone 
company's switching equipment. This was a 
valid license of a copyrighted interest under the 
technology transfer agreement statutes (Rev. & 
Tax. Code, §§ 6011, subd. (c)(10), 6012, subd. 
(c)(10)) and was exempt from sales tax. 

[Cal. Forms of Pleading and Practice 
(2010) ch. 540, Taxes and Assessments, § 
540.130.] 
 
(12) Sales and Use Taxes § 15--Sales 
Tax--Transactions Subject to 
Tax--Exemptions and Exclu-
sions--Technology Transfer Agreement.--The 
technology transfer agreement (TTA) statutes 
(Rev. & Tax. Code, §§ 6011, subd. (c)(10), 
6012, subd. (c)(10)) cover agreements licensing 
the right to make and sell a product or to use a 
process that is subject to the patent or copyright 
interest (§§ 6011, subd. (c)(10)(D), 6012, subd. 
(c)(10)(D)). It is incorrect to read the TTA sta-
tutes in the conjunctive rather than the disjunc-
tive. A TTA includes a written agreement that 
licenses the right to use a process subject to a 
patent, even if a tangible product is not being 
sold. 
 
(13) Sales and Use Taxes § 15--Sales 
Tax--Transactions Subject to 
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Tax--Exemptions and Exclu-
sions--Technology Transfer Agree-
ment--Reference to Patent or Copyright Not 
Required.--Neither the technology transfer 
agreement (TTA) statutes (Rev. & Tax. Code, 
§§ 6011, subd. (c)(10), 6012, subd. (c)(10)) nor 
the case law requires that a TTA expressly ref-
erence a patent or copyright. All that is required 
is that the licensed right be subject to the patent 
or copyright (§§ 6011, subd. (c)(10)(D), 6012, 
subd. (c)(10)(D)). 
 
(14) Administrative Law § 
30--Administrative Actions--Legislation or 
Rule Making--Effect and Validity of Rules 
and Regulations--Necessity for Compliance 
with Enabling Statute--Discretion within 
Scope of Statute.--A legislative delegation of 
authority is proper even though it confers some 
degree of discretion on the administrative body. 
So long as that discretion is executed within the 
scope of the controlling statute, it will not be 
disturbed by the courts. An administrative 
agency may not promulgate a regulation that is 
inconsistent with the governing statute, or that 
alters, amends, enlarges, or impairs the scope 
of the statute. The agency's view is given no 
deference when a court decides whether a reg-
ulation lies within the scope of the agency's 
authority. A regulation that conflicts with the 
controlling statute exceeds the scope of  
[*1263]  the agency's authority and is invalid. 
Even if there is no conflict, a regulation must 
be reasonably necessary to effectuate the pur-
pose of the statute. The burden of demonstrat-
ing the invalidity of a regulation falls upon the 
party challenging it. 
 
(15) Sales and Use Taxes § 15--Sales 
Tax--Transactions Subject to 
Tax--Exemptions and Exclu-
sions--Technology Transfer Agree-
ment--Prewritten Software.--The technology 
transfer agreement (TTA) statutes (Rev. & Tax. 
Code, §§ 6011, subd. (c)(10), 6012, subd. 
(c)(10)) broadly encompass any agreement un-

der which a person who holds a patent or copy-
right interest assigns or licenses to another 
person the right to make and sell a product or to 
use a process that is subject to the patent or 
copyright interest (§§ 6011, subd. (c)(10)(D), 
6012, subd. (c)(10)(D)). The TTA statutes do 
not restrict agreements transferring an interest 
in prewritten software. Instead, they apply to 
any agreement. Because the TTA statutes cover 
any agreement that involves the sale or license 
of copyrighted materials or patented processes, 
the Board of Equalization cannot exclude pre-
written software that is subject to a copyright or 
patent, thereby creating an exception that the 
Legislature did not see fit to make. 
 
(16) Sales and Use Taxes § 15--Sales 
Tax--Transactions Subject to 
Tax--Exemptions and Exclu-
sions--Technology Transfer Agree-
ment--Prewritten Software.--Not every soft-
ware program qualifies as a technology transfer 
agreement (TTA). Only the transfer of a pro-
gram that is subject to a patent or copyright is a 
TTA. When transfer is made of a computer 
program that is not subject to a copyright or a 
patent, this is the type of other transaction that 
the Legislature had in mind, and Rev. & Tax. 
Code, § 6010.9, applies. Thus, a prewritten or 
canned program is taxable if it is not subject to 
a copyright or patent, and is held for general or 
repeated sale or lease (§ 6010.9, subd. (d)). 
 
(17) Sales and Use Taxes § 15--Sales 
Tax--Transactions Subject to 
Tax--Exemptions and Exclu-
sions--Technology Transfer Agree-
ment--Prewritten Software.--To the extent 
that Cal. Code Regs., tit. 18, § 1507, subd. 
(a)(1), excludes from the definition of a tech-
nology transfer agreement (TTA) prewritten 
computer programs that are subject to a copy-
right or patent, the regulation exceeds the scope 
of the Board of Equalization's authority and 
does not effectuate the purpose of the TTA sta-
tutes (Rev. & Tax. Code, §§ 6011, subd. 
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(c)(10), 6012, subd. (c)(10)): It is, for these 
reasons, invalid. [*1264]  
 
COUNSEL: Paul, Hastings, Janofsky & 
Walker, Jeffrey G. Varga, Julian B. Decyk, 
Paul W. Cane and Peter J. Wied for Plaintiff 
and Appellant. 
 
Edmund G. Brown, Jr., Attorney General, W. 
Dean Freeman, Felix E. Leatherwood and Ste-
phen Lew, Deputy Attorneys General, for De-
fendant and Appellant. 
 
JUDGES: Opinion by Boren, P. J., with Doi 
Todd and Ashmann-Gerst, JJ., concurring. 
 
OPINION BY: Boren 
 
OPINION 

 [**908]  BOREN, P. J.--This appeal re-
quires an interpretation of the Sales and Use 
Tax Law. (Rev. & Tax. Code, § 6001 et seq.) 1 
Nortel Networks Inc. sells telephone switching 
equipment in California. Income from switch 
hardware sales is indisputably taxable by the 
State of California. The question is whether 
sales tax is imposed on the software that Nortel 
licenses to operate the switching equipment. 
The Board of Equalization (the Board) deter-
mined that Nortel owed sales tax on software it 
licensed between January 1994 and December 
1997. Nortel paid the tax then sued for a re-
fund. 
 

1   All undesignated statutory references 
in this opinion are to the Revenue and 
Taxation Code. All references to state  
[***2] regulations are from the Califor-
nia Code of Regulations, title 18, and are 
referred to as "regulation." 

We conclude that the software licensed by 
Nortel is exempt from sales tax under the tech-
nology transfer agreement (TTA) statutes be-
cause it (1) is copyrighted, (2) contains pa-
tented processes, and (3) enables the licensee to 

copy the software, and to make and sell prod-
ucts--telephone calls--embodying the patents 
and copyright. (§§ 6011, subd. (c)(10)(D), 
6012, subd. (c)(10)(D).) The Board's attempt to 
limit the scope of the TTA statutes by exclud-
ing prewritten computer programs is an invalid 
exercise of its regulatory power. The TTA sta-
tutes encompass "any" transfer of an interest 
subject to a patent or copyright, which includes 
prewritten programs licensed by Nortel. 
[*1265]  
 
FACTS 2  
 

2   Owing to state budgetary problems, 
the sole expert witness designated by the 
state refused to be deposed because his 
fee was unpaid. As a result, he was not 
permitted to testify at trial, a lapse the 
trial court aptly forecast as "fatal" to the 
state's defense. Nortel was the benefi-
ciary of the state's fiscal distress: to make 
its factual findings, the trial court had to 
rely exclusively on technical testimony 
from  [***3] a procession of Nor-
tel-friendly witnesses. The court found 
the testimony "credible in all respects," 
based on the witnesses' candor and de-
meanor. 

 
Nortel Designs, Manufactures and Sells Switch 
Hardware  

Nortel manufactured and sold switches to 
Pacific Bell Telephone Company. Each switch 
processes telephone calls, and handles features 
such as conference calling, call waiting, and 
voice mail. A switch is hardware, comprised of 
computer processors, frames, shelves, drawers, 
circuit packs, cables, and trunks. A "line card" 
for each Pacific Bell customer is contained 
within the switch. The line card is attached to 
cables that eventually connect to a subscriber's 
home or business. When the subscriber picks 
up the telephone to make a call, the audible dial 
tone is generated by the computer in the switch. 
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Pacific Bell houses its switches in Califor-
nia at over 200 buildings or central offices. A 
switch for a dense urban area such as down-
town Los Angeles is large enough to fill a 
bowling alley or small  [**909]  auditorium. 
Each location requires different equipment. 
Nortel's engineers inspect the site where the 
switch is to be located and write hardware spe-
cifications in order to design and build a new 
switch.  [***4] 3 
 

3   Nortel has competitors for this busi-
ness, such as Lucent, Siemens, Erickson, 
Fujitsu and Cisco. 

 
Nortel Licenses Software Programs for the 
Switches  

Nortel and Pacific Bell entered licensing 
agreements giving Pacific Bell the right to use 
Nortel's software programs in the switches. 
There are two types of licensed software. First, 
there are prewritten operator workstation pro-
grams (that connect customers to operators), 
data center programs (that connect customers to 
directory assistance), and switch-connection 
programs (that allow switches to communi-
cate). Second, there are switch-specific pro-
grams (SSP's) that operate the switch and ena-
ble it to process telephone calls. Each SSP is 
unique, is created for a particular switch, and 
cannot be used to operate any other switch. 

Owing to their uniqueness, SSP's are "nev-
er" offered for general sale, or for repeated sale 
or lease. Instead, they are "created on an 
as-needed basis." The Board agrees that each 
switch and each program to operate a switch 
are "unique." [*1266]  

Nortel copyrights its SSP's: each program is 
"an original work of authorship created by the 
Nortel software programmers." The SSP itself 
incorporates one or more processes that are 
subject  [***5] to--and implement--Nortel's 
patent interests. Nortel holds between 200 and 
500 patents on inventions related to switches. 
For example, one patented invention melds 

caller identification with call waiting, enabling 
a person who is already on the telephone to 
view the name or telephone number of an in-
coming caller. 

Nortel's licensing agreements forbid Pacific 
Bell from giving a copy of the SSP to third par-
ties. Although Pacific Bell could theoretically 
sell the switch hardware to another company 
without the SSP, ?the hardware is of no use to 
anybody without the software running on it." If 
Pacific Bell wants to use a different vendor at 
the end of the licensing period, it would have to 
tear out all of Nortel's hardware, then install 
new hardware and software. 
 
The Creation of an SSP  

The foundation for Nortel's SSP's is a basic 
code, a component of the software for every 
switch. The basic code has been in use for at 
least three decades, and is still being developed. 
It is "a starting point or subset of instructions 
necessary to operate a specific switch." The 
basic code itself cannot operate a switch or 
process a telephone call. Nortel takes portions 
of the basic code and merges it into transla-
tions,  [***6] parameters and instructions de-
signed specifically for a given installation, re-
sulting in an SSP. The newly created SSP oper-
ates the switch, enabling it to process telephone 
calls and operate features. 

The available basic code is a "library" of 
information so large that, if printed out, it 
would fill several warehouses. It encompasses 
various geographic areas, such as North Amer-
ica, Central America, and Europe. Within a 
geographic area, there are customers like Pa-
cific Bell that want local calling capability, 
while a company such as AT&T would want 
only long distance capability. The basic code is 
"never" available for general sale or lease. 
Nortel did not license to Pacific Bell the right 
to use the basic code. 

 [**910]  Nortel's marketing materials 
suggest that there is no need to refine switch 
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software because purchasers can selectively 
activate the basic code features that they wish 
to use. Despite the marketing language, Nortel's 
sophisticated telecommunications customers 
understand that the basic code will not operate 
a switch without the addition of instructions 
derived from translations, parameters, and 
hardware specifications. Without this additional 
information, the switch cannot process  [***7] 
telephone calls or operate features. In short, the 
basic code--without more--is incomplete and 
unusable. [*1267]  

To create a switch, Nortel extracts from the 
basic code information pertaining to the cus-
tomer's geographic area, and the type of tele-
communications service the customer will pro-
vide (local versus long distance). The basic 
code has evolved over the years, and newer 
versions of the basic code contain new features. 
Common "features" include call waiting, caller 
identification, call forwarding, voice mail and 
music-on-hold. "Parameters" refers to informa-
tion used to determine the amount of memory 
needed, software resources, and the timing of 
events and optional features. Parameters vary 
depending on population size and the type of 
subscriber, whether business or residential, ru-
ral or suburban. Approximately 300 to 400 pa-
rameters are used for an SSP. 

Translations for each switch are determined 
by physical location, area code, and the range 
of telephone numbers the switch will serve. For 
example, if a residential subscriber in Los An-
geles dials a number in North Carolina, the 
switch translates the call as nonlocal and routes 
it to another switch that will send the call out of 
state and determine  [***8] how the call needs 
to be billed to the subscriber. Additional in-
structions are needed when creating an SSP to 
ensure that calls are made in the manner pre-
scribed by California's Public Utilities Com-
mission; for example, the commission dictates 
whether the area code must be dialed when 
making a local call, or just the seven-digit 
phone number. 

Creating a new SSP for a Pacific Bell loca-
tion, using the basic code as a foundation, re-
quires some 400 hours of work. A Nortel expert 
stated that "there's thousands and thousands of 
pieces of information you have to put in there." 
Another expert described the work as "lots of 
programming." 

At the outset of the project, a Nortel appli-
cations engineer obtains from the customer in-
formation regarding the type and quantity of 
equipment for a new switch, as well as the pro-
jected population growth of the area served, 
and develops hardware specifications. A Nortel 
software systems engineer obtains from the 
customer information regarding switch-specific 
parameters. Without this information, Nortel 
cannot create a new SSP. The Nortel software 
engineer enters the customer data into "tools." 
Tools are not part of the basic code. Rather, 
they are prewritten computer  [***9] programs 
used by Nortel to create SSP's. Through "sig-
nificant processing," the tools integrate the ba-
sic code with the customer's specifications, de-
veloping a new code and generating an SSP. To 
expand the capabilities of an existing switch, or 
upgrade the switch to software with more fea-
tures, Nortel must create a new SSP. 
 
Pacific Bell's Use of the Software  

The completed SSP is shipped to Pacific 
Bell on disks, magnetic tapes, or cartridges, 
also known as "storage media." Nortel also 
provides Pacific Bell  [*1268]  with the three 
prewritten programs--the data center program, 
the operator workstation program, and the 
switch-connection program. The cost of pro-
ducing the storage  [**911]  media is negligi-
ble--$54,604--and the licensing agreements do 
not separately state a price for the storage me-
dia. The licensing agreements allow Pacific 
Bell to copy the software from the storage me-
dia and load it into the operating memory of a 
switch's computer hardware. This authorization 
to copy the software onto its computers allows 
Pacific Bell to use the programs without vi-
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olating Nortel's copyright. Nortel's experts tes-
tified that the licensing agreements between 
Nortel and Pacific Bell are TTA's. Nortel li-
censed the  [***10] copyrighted SSP's to Pa-
cific Bell for $401,990,030.12. The license 
gives Pacific Bell the right to produce tele-
phonic communications, without fear of in-
fringing upon Nortel's patents. 
 
The Sales Tax Refund Proceeding  

In 2001, the Board determined that Nortel 
owed sales tax on its transactions with Pacific 
Bell. As a result of this determination, Nortel 
paid sales tax of $32,054,936.62, but no inter-
est. Of this amount, $29.7 million is tax attri-
butable to the SSP's, and $2.3 million is tax at-
tributable to the prewritten operator worksta-
tion, data center, and switch-connection pro-
grams. Nortel exhausted its administrative re-
medies with the Board, then instituted this 
lawsuit seeking a tax refund. The Board filed a 
cross-complaint seeking unpaid interest from 
Nortel. 

A bench trial was conducted in April and 
May 2008. The trial concluded that the licens-
ing fees for SSP's are not subject to taxation, 
though the amount Nortel charged for use of 
the prewritten programs is taxable. The court 
entered judgment for Nortel for 
$29,719,048.76, plus interest and costs. The 
parties stipulate that the interest due is 
$13,360,926.53, and the costs are $89,639.47. 
The court dismissed the Board's 
cross-complaint  [***11] against Nortel for 
unpaid interest. 
 
DISCUSSION  

The Board appeals from the judgment, 
challenging the court's decision to refund the 
sales tax paid by Nortel for licensing the SSP's. 
Nortel is pursuing a cross-appeal challenging 
the validity of the Board's administrative regu-
lation and the court's refusal to exempt sales tax 
paid on prewritten programs, based on the reg-
ulation. Our interpretation of statutes and regu-

lations is de novo; but factual determinations 
made by the trial court will not be disturbed if 
they are supported by substantial evidence. 
(Professional Engineers in California Govern-
ment v. Kempton (2007) 40 Cal.4th 1016, 1032 
[56 Cal. Rptr. 3d 814, 155 P.3d 226]; 20th 
Century Ins. Co. v. Garamendi (1994) 8  
[*1269]  Cal.4th 216, 271 [32 Cal. Rptr. 2d 
807, 878 P.2d 566]; As You Sow v. Conbraco 
Industries (2005) 135 Cal.App.4th 431, 
447-448 [37 Cal. Rptr. 3d 399].) 
 
1. Overview of the Taxation Scheme  
 
a. Tangible Versus Intangible Personal Prop-
erty  

(1) A tax is imposed on all retailers who 
sell or lease "tangible personal property" in this 
state. (§ 6051.) Tangible personal property 
"may be seen, weighed, measured, felt, or 
touched"; i.e., is "perceptible to the senses." (§ 
6016.) A sale is "[a]ny transfer of title or pos-
session, exchange, or barter, conditional or 
otherwise, in any manner  [***12] or by any 
means whatsoever, of tangible personal prop-
erty for a consideration." (§ 6006, subd. (a).) 
(2) Any lease of tangible personal property for 
a consideration creates a taxable transfer. (§ 
6006, subd. (g); Preston v. State Bd. of Equali-
zation (2001) 25 Cal.4th 197, 211 [105 Cal. 
Rptr. 2d 407, 19 P.3d 1148] (Preston).) A 
"lease" includes a license. (§ 6006.3.) 

 [**912]  (3) By contrast, a transfer of 
"intangible personal property is not subject to 
sales tax." (Preston, supra, 25 Cal.4th at p. 
208.) (4) Intangible property " 'is generally de-
fined as property that is a "right" rather than a 
physical object.' " (Ibid.) Intellectual property is 
an intangible right "existing separately from the 
physical medium that embodies it." (Simplicity 
Pattern Co. v. State Bd. of Equalization (1980) 
27 Cal.3d 900, 906 [167 Cal. Rptr. 366, 615 
P.2d 555].) Intangible property includes a li-
cense to use information under a copyright or 
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patent. (Preston, supra, 25 Cal.4th at pp. 
216-219.) 
 
b. The Technology Transfer Agreement Statutes  

In 1993, the Legislature enacted the TTA 
statutory provisions relating to the transfer of 
intellectual property. A TTA is broadly defined 
as "any agreement under which a person who 
holds a patent or copyright interest assigns or 
licenses to another person the right to  [***13] 
make and sell a product or to use a process that 
is subject to the patent or copyright interest." 
(§§ 6011, subd. (c)(10)(D), 6012, subd. 
(c)(10)(D), italics added; see Preston, supra, 25 
Cal.4th at p. 215 [TTA is "broadly defined"].) 
The TTA provisions exempt from taxation 
"[t]he amount charged for intangible personal 
property transferred with tangible personal 
property in any technology transfer agreement, 
if the technology transfer agreement separately 
states a reasonable price for the tangible per-
sonal property." (§§ 6011, subd. (c)(10)(A) [de-
fining "sales price" in use tax transactions], 
6012, subd. (c)(10)(A) [defining "gross re-
ceipts" in sales tax transactions].) 

The Legislature enacted the TTA statutes 
over the Board's objections. The Board warned 
the Legislature that the language covering li-
censes to "use a  [*1270]  process" could 
mean the right to use a computer program; this 
interpretation would exempt software licensing 
agreements that limit the buyer to conditional 
use of the program. This, in turn, would reduce 
state tax revenues. Despite the Board's con-
cerns, the Legislature enacted the TTA provi-
sions with the language to which the Board ob-
jected. 
 
c. Regulation 1507  

Regulation 1507, subdivision  [***14] 
(a)(1) defines a TTA as "an agreement evi-
denced by a writing (e.g., invoice, purchase 
order, contract, etc.) that assigns or licenses a 
copyright interest in tangible personal property 
for the purpose of reproducing and selling other 

property subject to the copyright interest. A 
technology transfer agreement also means a 
written agreement that assigns or licenses a pa-
tent interest for the right to manufacture and 
sell property subject to the patent interest, or a 
written agreement that assigns or licenses the 
right to use a process subject to a patent inter-
est." 

Regulation 1507, subdivision (a)(1) also 
defines what a TTA is not. "A technology 
transfer agreement does not mean an agreement 
for the transfer of any tangible personal prop-
erty manufactured pursuant to a technology 
transfer agreement, nor an agreement for the 
transfer of any property derived, created, man-
ufactured, or otherwise processed by property 
manufactured pursuant to [a] technology trans-
fer agreement. A technology transfer agreement 
also does not mean an agreement for the trans-
fer of prewritten software as defined in subdi-
vision (b) of Regulation 1502, Computers, Pro-
grams, and Data Processing." A prewritten 
program  [***15] is one "held or existing for 
general or repeated sale or lease. The term also 
includes a program developed for in-house use 
which is subsequently  [**913]  offered for 
sale or lease as a product." (Reg. 1502, subd. 
(b)(9).) 
 
2. Section 6010.9 Does Not Apply to the SSP 
Licensed by Nortel  

(5) The Sales and Use Tax Law excludes 
from taxation "the design, development, writ-
ing, translation, fabrication, lease, or transfer 
for a consideration of title or possession, of a 
custom computer program ... ." (§ 6010.9.) 4 
Section 6010.9 stands for the rule that the ser-
vice of creating  [*1271]  custom software is 
not taxable, because charges for services are 
generally not subject to sales tax. " 'In the 
enactment of section 6010.9 the Legislature has 
recognized that the design, development or cre-
ation of a custom computer program to the spe-
cial order of a customer is primarily a service 
transaction and, for that reason, not subject to 
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sales tax.' " (Navistar Internat. Transportation 
Corp. v. State Bd. of Equalization (1994) 8 
Cal.4th 868, 881 [35 Cal. Rptr. 2d 651, 884 
P.2d 108].) 
 

4   A custom computer program is one 
"prepared to the special order of the cus-
tomer and includes those services 
represented by separately stated charges 
for modifications to an existing  [***16] 
prewritten program which are prepared to 
the special order of the customer. The 
term does not include a 'canned' or pre-
written computer program which is held 
or existing for general or repeated sale or 
lease, even if the prewritten or 'canned' 
program was initially developed on a 
custom basis or for in-house use. Mod-
ification to an existing prewritten pro-
gram to meet the customer's needs is 
custom computer programming only to 
the extent of the modification." (§ 
6010.9, subd. (d); see reg. 1502, subd. 
(b)(4), (9), (10).) 

Nortel does not claim that it created a cus-
tom computer program for Pacific Bell. The 
Board willingly agrees that Nortel did not pro-
vide Pacific Bell with the (nontaxable) service 
of designing or creating a custom computer 
program. Instead, the Board argues that Nortel 
provided a " 'canned' or prewritten computer 
program which is held or existing for general or 
repeated sale or lease." (§ 6010.9, subd. (d); see 
reg. 1502, subds. (b)(9), (f)(1).) In the Board's 
view, because the program--which it identifies 
as Nortel's basic code--is canned or prewritten, 
the licensing of that program to Pacific Bell is 
taxable. 

A computer program "means the complete 
plan for the solution of a problem,  [***17] 
such as the complete sequence of automatic 
data-processing equipment instructions neces-
sary to solve a problem and includes both sys-
tems and application programs and subdivi-
sions, such as assemblers, compilers, routines, 

generators, and utility programs." (§ 6010.9, 
subd. (c).) The unrefuted evidence from Nor-
tel's experts showed that the basic code is not a 
computer program within the meaning of sec-
tion 6010.9. The testimony showed that the ba-
sic code is not "the complete plan for the solu-
tion of a problem" because it cannot operate the 
switch hardware or process telephone calls. 5 
Repeated testimony from the witnesses indi-
cated that the basic code, by itself, is vast, un-
usable and "essentially inoperative." The Board 
concedes that the basic code by itself cannot 
operate a switch. No customer, such as Pacific 
Bell, could expect to purchase or lease a copy 
of the basic code "off the shelf," load it onto a 
switch, and use it. For this reason, the basic 
code has never been available for general, 
off-the-shelf sale to customers. 
 

5   See footnote 2, ante. None of the tes-
timony from plaintiff's witnesses was re-
futed. The Board had no expert witness 
testify that the basic code is a computer 
program  [***18] or the complete solu-
tion of a problem. 

Substantial evidence supports the trial 
court's findings that the basic code is not a 
computer program because it is not "the com-
plete plan for the solution of a problem." The 
"problem" in this instance, is to  [**914]  op-
erate a switch, process telephone calls and pro-
vide desired features. The basic code cannot 
operate a switch, process telephone calls or op-
erate features. Although the basic code has as-
semblers, compilers, routines, generators and 
utility programs, none of these--individually or 
collectively--are a complete sequence  [*1272]  
of instructions for making a telephone call. To 
solve the problem of making a call, Nortel ex-
tracts applicable portions of the basic code (in 
this case, the portion covering North America). 
It applies 400 hours of programming labor to 
merge the basic code with site-specific infor-
mation, and creates an SSP. 



Page 11 
191 Cal. App. 4th 1259, *; 119 Cal. Rptr. 3d 905, **; 

2011 Cal. App. LEXIS 40, *** 

The SSP is the complete plan for the solu-
tion of the problem of processing telephone 
calls. The Board characterizes the 400 hours of 
work to create an SSP as "de minimis" relative 
to the decades needed to develop the basic 
code. The statute does not make a program any 
less of a "complete plan" simply because it re-
quires 400  [***19] hours of programming in-
stead of years. The trial court found that the 
400 hours "represent a substantial amount of 
work," a factual finding we cannot disturb. 

Contrary to the Board's position, Nortel did 
not license the basic code to Pacific Bell. Nor-
tel charged $400 million to license the usable 
SSP, not the unusable basic code. It is undis-
puted that each SSP is "unique" to its location. 
Any attempt to use an SSP at a different loca-
tion on other computer hardware would fail. As 
a result, the SSP's cannot be held "for general 
or repeated sale or lease" under section 6010.9. 

After the trial court gave judgment to Nor-
tel, the Board rewrote regulation 1502, subdi-
vision (b)(10), a very tardy "Hail Mary" pass 
after the last whistle blew and the fans were 
filing toward the exits. At the time of trial, the 
regulation did not say what a "problem" is in its 
definition of a computer program: it simply 
echoed the statutory language stating that a 
program is "the complete plan for the solution 
of a problem." (§ 6010.9, subd. (c).) On May 
12, 2009, one year after the trial in this case, 
the Board approved new language describing 
what constitutes a "problem." 6 
 

6   " 'Problem' means and includes any 
problem  [***20] that may be addressed 
or resolved by a program or subdivision; 
and the 'problem' addressed need not 
constitute the full array of a purchaser's 
or user's problems, requirements, and de-
sired features. 'Problem' further includes, 
without limitation, any problem asso-
ciated with: information processing; the 
manipulation or storage of data; the input 
or output of data; the transfer of data or 

programs, including subdivisions; the 
translation of programs, including subdi-
visions, into machine code; defining 
procedures, functions, or routines; ex-
ecuting programs or subdivisions that 
may be invoked within a program; and 
the control of equipment, mechanisms, or 
special purpose hardware." (Reg. 1502, 
subd. (b)(10).) 

(6) The Board asks this court to apply the 
newly rewritten regulation and reverse the trial 
court. The Board cannot win on appeal by be-
latedly describing a "problem" in the phrase 
"complete plan for the solution of a problem." 
Not only must a program be a complete plan 
for the solution of a problem, but it also must 
be held for "general or repeated sale or lease." 
(§ 6010.9, subd. (d); reg. 1502, subd. (b)(9).) 
The evidence shows that the second part of the 
equation was unmet. Numerous witnesses testi-
fied  [***21] that the  [*1273]  basic code is 
never held for general or repeated sale or lease. 
And, as the Board concedes, each SSP is 
"unique," so an SSP can only be used in a spe-
cific location and cannot be resold or leased to 
others for use elsewhere. Absent any counter-
vailing evidence, we must accept the trial 
court's finding that neither the basic code nor 
the  [**915]  SSP's were held for general or 
repeated sale or lease. 
 
3. Application of the TTA Statutes  

(7) The TTA statutes apply when " 'the 
transfer of patents and copyrights' " is at issue. 
(Preston, supra, 25 Cal.4th at p. 220.) The sta-
tutes "unambiguously establish that the value of 
a patent or copyright interest transferred pur-
suant to a technology transfer agreement is not 
subject to sales tax even if the agreement also 
transfers tangible personal property. The lone 
trigger for this exemption is the presence of a 
technology transfer agreement. In other words, 
these provisions exclude the value of a patent 
or copyright interest from taxation whenever a 
person who owns a patent or copyright trans-
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fers that patent or copyright to another person 
so the latter person can make and sell a product 
embodying that patent or copyright." (Id. at pp. 
213-214.) 

(8) A licensing  [***22] agreement is ex-
empt from sales tax if it is a TTA. An agree-
ment is a TTA if (1) the holder of a patent or 
copyright assigns or licenses to another person 
"the right to make and sell a product" that is 
subject to the patent or copyright interest, or (2) 
the holder of a patent assigns or licenses "a 
process" that is subject to the patent. (§§ 6011, 
subd. (c)(10)(D), 6012, subd. (c)(10)(D).) A 
product is subject to a copyright interest when 
it "is a copy of the protected expression or in-
corporates a copy of the protected expression." 
(Preston, supra, 25 Cal.4th at p. 215.) A copy-
right, in other words, confers only " ' "the sole 
right of multiplying copies." ' " (Id. at p. 216.) 
A license of a patent interest, by contrast, 
"gives the licensee the right to make a product 
or to use a process." (Ibid.) 

As the Board observes in its brief, "The se-
ries of sequences and steps (e.g., process) car-
ried out by computer software [is] expressed in 
a form that is considered to be a literary work 
that is subject to copyright protection." Copy-
right protection extends to computer programs 
(Apple Computer, Inc. v. Formula Internat. Inc. 
(9th Cir. 1984) 725 F.2d 521, 523-525), and 
the Board admits that Nortel had  [***23] 
copyright interests in its SSP's. A copyright and 
a patent can exist concurrently in an intellectual 
property case. "Neither the Copyright Statute 
nor any other says that because a thing is pa-
tentable it may not be copyrighted." (Mazer v. 
Stein (1954) 347 U.S. 201, 217 [98 L. Ed. 630, 
74 S. Ct. 460]; see also Kewanee Oil Co. v. Bi-
cron Corp. (1974) 416 U.S. 470,  [*1274]  
484 [40 L. Ed. 2d 315, 94 S. Ct. 1879] ["the 
patent policy of encouraging invention is not 
disturbed by the existence of another form of 
incentive to invention"].) 

The trial testimony showed that the SSP's 
implemented processes that are subject to Nor-

tel's patents. Further, the SSP's are copyrighted. 
Nortel licensed the copyrighted SSP's contain-
ing patented inventions to Pacific Bell. Nortel's 
expert described the software licenses as "a 
bundle of intellectual property rights." In turn, 
Pacific Bell used the patented processes con-
tained in the SSP's to create and sell a product; 
namely, telephone communications for con-
sumers. The "products" cited in the testimony 
include basic and long distance telephone calls; 
call forwarding; caller identification; call wait-
ing; conference calling; music-on-hold; and 
voice mail. 

(9) The Board challenges the idea that 
creating telephone calls and providing tele-
phonic  [***24] features is a "product." At trial 
the state did not call any witnesses (see fn.  
[**916]  2, ante), so there was no testimony 
refuting Nortel's experts, who testified that tel-
ephone companies provide a "product" to their 
customers. Out-of-state authority supports the 
testimony. The Missouri Supreme Court wrote 
that "telephone services constitute the 
'manufacturing' of 'products ...' " for the pur-
pose of sales and use tax exemptions. (South-
western Bell Telephone v. Director of Revenue. 
(Mo. 2002) 78 S.W.3d 763, 764.) The court ob-
served that the human voice "is unsuitable for 
communication that must occur over any ap-
preciable distance. It cannot be heard from res-
idence to residence, from office to office, or 
from town to town. The listener requires that 
the voice be 'manufactured' into electronic im-
pulses that can be transmitted and reproduced 
into an understandable replica. The end 
'product' is not the same human voice, but a 
complete reproduction of it, with new value to 
a listener who could not otherwise hear or un-
derstand it." (Id. at p. 768.) The Minnesota Su-
preme Court reached a similar conclusion in 
Sprint v. Commissioner of Revenue (Minn. 
2004) 676 N.W.2d 656, 657, 663. Thus, tele-
communications equipment  [***25] manu-
factures "a product" that is ultimately sold at 
retail, and sales tax is imposed at the point of 
delivery to customers. (Id. at p. 664.) 
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(10) The licensing agreements allow Pacific 
Bell to copy the SSP from a storage medium 
such as a disk onto the hard drive of its switch-
ing equipment, without violating Nortel's copy-
right. The owner of a copyright is authorized 
"to reproduce the copyrighted work in copies ... 
." (17 U.S.C. § 106(1).) Transferring the right 
to reproduce the copyrighted work is a TTA. 
(Preston, supra, 25 Cal.4th at p. 214.) Even if 
the scope of the license is narrow, it is still a 
transfer, " 'as long as the rights thus licensed 
are "exclusive." ' " (Id. at p. 215.) Inputting a 
software program from a storage medium into 
the computer's memory "entails the preparation 
of a copy." (Micro-Sparc, Inc. v.  [*1275]  
Amtype Corp. (D.Mass. 1984) 592 F.Supp. 33, 
35.) (11) Here, Nortel licensed the right to copy 
the diskette containing the SSP onto Pacific 
Bell's switch, making this a valid license of a 
copyrighted interest under the TTA statutes. 

(12) Even if Pacific Bell does not make and 
sell a "product," Nortel licensed the right to use 
patented "processes" within the meaning of the 
TTA statutes.  [***26] The TTA statutes cover 
agreements licensing "the right to make and 
sell a product or to use a process that is subject 
to the patent or copyright interest." (§§ 6011, 
subd. (c)(10)(D), 6012, subd. (c)(10)(D), italics 
added.) The Board incorrectly reads the TTA 
statutes in the conjunctive rather than the dis-
junctive. In other words, the Board argues that 
there must be a transfer of the right to make 
and sell a product and to use a process covered 
by a patent or copyright. 

The plain language of the TTA statutes 
does not support the Board's interpretation. 
(See Preston, supra, 25 Cal.4th at p. 217 [the 
Legislature broadened the TTA statutes by us-
ing the word "or" instead of "and"].) A TTA 
includes a written agreement that licenses the 
right to use a process subject to a patent, even if 
a tangible product is not being sold. To offer an 
example given by the Board in regulation 
1507, subdivision (a)(1), a company may man-
ufacture a medical device that uses a separate 

patented process external to the device: al-
though the manufacturer's lease of the tangible 
equipment is taxable, its transfer of the right to 
use the patented process is a nontaxable TTA, 
even if no tangible "product" is created  
[***27] by the medical device. As in the 
Board's  [**917]  example, Nortel's patented 
processes for making telephone calls are not 
embedded in the internal design of the switch 
equipment at the time of manufacture. Rather, 
the patented processes are external to the 
equipment: they are amalgamated on an SSP 
for application to and use in the equipment. The 
SSP is licensed, loaded onto the equipment, and 
the patented processes are used to create tele-
phone calls and telephonic features. 

Regulation 1507, subdivision (a)(3) defines 
a "process" as "one or more acts or steps that 
produce a concrete, tangible and useful result 
that is patented by the United States Patent and 
Trademark Office, such as the means of manu-
facturing tangible personal property. Process 
may include a patented process performed with 
an item of tangible personal property, but does 
not mean or include the mere use of tangible 
personal property subject to a patent interest." 
Relying on regulation 1507, the Board con-
tends that Nortel allowed "the mere use" of its 
magnetic tapes, disks, or other physical storage 
media; therefore, it reasons, there was no li-
cense of any process subject to a patent interest 
that qualifies as a TTA. 

The testimony  [***28] showed that each 
of Nortel's copyrighted SSP's contained one or 
more of Nortel's patented inventions. By re-
producing the SSP on its  [*1276]  switch 
hardware, Pacific Bell made use of Nortel's 
processes for producing telephone calls and 
features--such as call waiting or caller identifi-
cation--without fear of infringing upon Nortel's 
patents. 7 Pacific Bell made little use of the 
tangible disk containing the program, which 
was simply copied onto its computers, but it 
made continuous use of the intangible informa-
tion contained on the disk, information that was 
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necessary to run the switch. Pacific Bell's abil-
ity to use the information contained in the SSP 
was an intangible personal property right. 
 

7   It is not significant that Pacific Bell 
could purchase switch hardware and 
software from Nortel's competitors, who 
presumably have their own patented 
processes for operating switches and 
creating features. When Pacific Bell con-
tracted with Nortel, it used patented 
processes that belong to Nortel and not to 
any other vendor. 

(13) Nortel's licensing agreements with Pa-
cific Bell do not expressly reference any pa-
tents or copyrights. The Board contends that 
the absence of such references means that the 
agreements  [***29] are not TTA's. Neither 
the TTA statutes nor the Preston case requires 
that a TTA expressly reference a patent or cop-
yright. (See Preston, supra, 25 Cal.4th at p. 
214 [absence of any reference to a copyright is 
"irrelevant"].) All that is required is that the 
licensed right be "subject to" the patent or cop-
yright. (§§ 6011, subd. (c)(10)(D), 6012, subd. 
(c)(10)(D).) 

The testimony showed that the SSP li-
censed to Pacific Bell contained patented in-
ventions: use of those processes without a li-
cense would infringe upon the patents. Nothing 
supports the Board's assertion that Nortel 
transferred no intellectual property to Pacific 
Bell. The limits contained in the li-
censes--preventing Pacific Bell from giving the 
SSP to third parties--underscore the proprietary 
nature of the SSP. The SSP can be copied by 
Pacific Bell pursuant to the licenses, but only 
onto its own computers, not onto the computers 
of third parties. 
 
4. The Validity of Regulation 1507, Subdivision 
(a)(1)  

(14) On cross-appeal, Nortel challenges the 
validity of one sentence in regulation 1507, 
claiming that it exceeds the Board's authority. 

The Board enforces the Sales and Use Tax 
Law, "and may  [**918]  prescribe, adopt, 
and enforce rules and regulations  [***30] re-
lating to [its] administration and enforcement ... 
." (§ 7051.) The legislative delegation of au-
thority "is proper even though it confers some 
degree of discretion on the administrative body. 
So long as that discretion is executed within the 
scope of the controlling statute, it will not be 
disturbed by the courts." (Henry's Restaurants 
of Pomona, Inc. v. State Bd. of Equalization 
(1973) 30 Cal.App.3d 1009, 1020 [106 Cal. 
Rptr. 867].) 

An administrative agency may not promul-
gate a regulation that is "inconsistent with the 
governing statute," or that alters, amends, en-
larges, or impairs  [*1277]  the scope of the 
statute. (Woods v. Superior Court (1981) 28 
Cal.3d 668, 679 [170 Cal. Rptr. 484, 620 P.2d 
1032]; Nicolle-Wagner v. Deukmejian (1991) 
230 Cal.App.3d 652, 658 [281 Cal. Rptr. 494].) 
The agency's view is given no deference when 
a court decides whether a regulation lies within 
the scope of the agency's authority. (Yamaha 
Corp. of America v. State Bd. of Equalization 
(1998) 19 Cal.4th 1, 11, fn. 4 [78 Cal. Rptr. 2d 
1, 960 P.2d 1031].) A regulation that conflicts 
with the TTA statutes exceeds the scope of the 
Board's authority and is invalid. (Preston, su-
pra, 25 Cal.4th at p. 219.) Even if there is no 
conflict, the regulation must be " ' " 'reasonably 
necessary to effectuate the purpose of the sta-
tute.' " ' "  [***31] (Ibid.) The burden of de-
monstrating the invalidity of a regulation falls 
upon the party challenging it. (Mission Pak Co. 
v. State Bd. of Equalization (1972) 23 
Cal.App.3d 120, 125 [100 Cal. Rptr. 69].) 

Regulation 1507 implements the TTA sta-
tutes. Nortel challenges language stating that a 
TTA "does not mean an agreement for the 
transfer of prewritten software as defined in 
subdivision (b) of regulation 1502, Computers, 
Programs, and Data Processing." (Reg. 1507, 
subd. (a)(1).) 8 The trial court declined to inva-
lidate the challenged language in regulation 
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1507, finding that prewritten programs must be 
excluded from the scope of the TTA statutes; 
otherwise, the TTA statutes "would irreconcil-
ably conflict with section 6010.9, rendering a 
nullity that section's inclusion of canned or 
prewritten computer programs." Three of the 
programs Nortel licensed to Pacific Bell are 
prewritten: the Operator Workstation Software 
Program, the Data Center Software Program, 
and the Switch-Connection Software Program. 
The court denied Nortel a sales tax refund of 
$2,326,878, plus interest, on licensing proceeds 
stemming from the three concededly prewritten 
programs. 
 

8   Regulation 1502, subdivision (b)(9) 
reiterates section 6010.9,  [***32] de-
fining a prewritten program as one "held 
or existing for general or repeated sale or 
lease. The term also includes a program 
developed for in-house use which is sub-
sequently offered for sale or lease as a 
product." (Reg. 1502, subd. (b)(9); see 
fn. 4, ante, for the text of § 6010.9, subd. 
(d).) 

(15) The TTA statutes broadly encompass 
"any agreement under which a person who 
holds a patent or copyright interest assigns or 
licenses to another person the right to make and 
sell a product or to use a process that is subject 
to the patent or copyright interest." (§§ 6011, 
subd. (c)(10)(D), 6012, subd. (c)(10)(D), italics 
added.) The TTA statutes do not restrict 
agreements transferring an interest in prewrit-
ten software. Instead, they apply to "any 
agreement." Because the TTA statutes cover 
"any agreement" that involves the sale or li-
cense of copyrighted materials or patented 
processes, the Board cannot exclude prewritten 
software that is subject to a copyright or patent, 
thereby  [**919]  creating an exception that 
the Legislature did not see fit to make. 

(16) Not every software program qualifies 
as a TTA: Only the transfer of a program that is 
subject to a patent or copyright is a TTA. In an 

uncodified  [*1278]  section  [***33] of the 
statute adopting the TTA amendments, the 
Legislature stated its intent that the amend-
ments apply to TTA's, and do "not create any 
inference regarding the application of the Sales 
and Use Tax Law to other transactions involv-
ing the transfer of both intangible rights and 
property and tangible personal property." (As-
sem. Bill No. 103 (1993-1994 Reg. Sess.) § 3, 
italics added.) When transfer is made of a 
computer program that is not subject to a copy-
right or a patent, this is the type of "other 
transaction" that the Legislature had in mind, 
and section 6010.9 applies. Thus, a prewritten 
or "canned" program is taxable if it is not sub-
ject to a copyright or patent, and is held for 
general or repeated sale or lease. (§ 6010.9, 
subd. (d).) 

(17) The Board exceeded its authority by 
excluding all prewritten computer programs 
from the definition of a TTA, even the licens-
ing of a prewritten program "that is subject to 
[a] patent or copyright interest." (§§ 6011, 
subd. (c)(10)(D), 6012, subd. (c)(10)(D).) By 
doing so, the Board altered or impaired the 
scope of the TTA statutes. If the Legislature did 
not want the TTA statutes to apply to prewrit-
ten--but  [***34] copyrighted or pa-
tented--computer programs, it would have ex-
pressly excluded prewritten programs, as it did 
in section 6010.9. 9 To the extent that regula-
tion 1507, subdivision (a)(1) excludes from the 
definition of a TTA prewritten computer pro-
grams that are subject to a copyright or patent, 
the regulation exceeds the scope of the Board's 
authority and does not effectuate the purpose of 
the TTA statutes: It is, for these reasons, 
invalid. 
 

9   Should the Legislature decide that all 
prewritten programs ought to be taxed, 
even if they are subject to a copyright or 
patent, it can amend the TTA statutes to 
exclude all prewritten programs. 
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In this instance, the Board does not dispute 
that the three prewritten programs licensed by 
Nortel are copyrighted. Further, the evidence 
shows that these programs are subject to Nor-
tel's patents. Thus, Nortel transferred an interest 
in intangible property that is subject to patents 
and copyright. (§§ 6011, subd. (c)(10)(D), 
6012, subd. (c)(10)(D).) As with the SSP, the 
prewritten programs are contained on storage 
media external to the switch hardware, and are 
loaded onto the switch computers; they are not 
embedded in the hardware at the time of man-
ufacture.  [***35] The licenses gave Pacific 
Bell the right to reproduce the copyrighted ma-
terial on its computers. As a result, the prewrit-
ten programs are TTA's, and are not taxable. 
The trial court erred by denying Nortel's re-

quest for a refund of the sales tax paid to li-
cense the prewritten programs. [*1279]  
 
DISPOSITION  

The portion of the judgment awarding Nor-
tel a refund of the sales tax it paid for licensing 
switch-specific programs is affirmed. The por-
tion of the judgment denying Nortel's claim for 
a refund of the sales tax it paid for licensing 
prewritten programs is reversed, and the court 
is directed to enter judgment in favor of Nortel 
on this claim. Nortel is entitled to recover its 
costs on appeal. 

Doi Todd, J., and Ashmann-Gerst, J., con-
curred. 

 


